REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE 
CONSOLIDATED FINANCIAL STATEMENTS OF RUSTENBURG LOCAL 
MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The consolidated financial statements as set out on pages .. to for the year 
ended 30 June 2006, have been audited in terms of section 188 of the 
Constitution of the Republic of South Africa, 1996 (Act No. 108 of 1996), read 
with sections 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of 2004) and 
section 126 of the Municipal Finance Management Act, 2003 (Act No. 56 of 
2003)(MFMA). These financial statements, the maintenance of effective control 
measures and compliance with relevant laws and regulations are the 
responsibility of the municipal manager. My responsibility is to express an 
opinion on these financial statements, based on the audit. 

2. SCOPE 

The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

■ examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements 

■ assessing the accounting principles used and significant estimates made by 
management 

■ evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 

3. BASIS OF ACCOUNTING 

The municipality’s policy is to prepare consolidated financial statements on the 
basis of accounting determined by the National Treasury, as described in 
paragraph 1 and 2 of the accounting policies. 
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4. 


QUALIFICATION 


4.1 Debtors and Income 


revenue and 


The following 
completeness, occurrence, classification 
supporting documentation submitted: 

Fines 

Licenses and permits 
Income from agencies 
Prepaid electricity 
Rental of facilities and equipment 
Suspense debtors 


debtors accounts could not be verified for 
and accuracy due to insufficient 


R 

R 

R 


4.5 million 
3,9 million 

6.6 million 
R 29,7 million 
R 6,0 million 
R 2,2 million 


Debtors with credit balances amounting to R5,1 million were not transferred to 
creditors. Therefore, creditors and debtors were understated by R5,1 million. 


Unidentified credits were not traced to the relevant debtors and correctly 
recorded on a timely basis. Consequently an amount of R3,5 million in respect of 
unidentified credits was not cleared from the default cash suspense account at 
the end of the financial year, resulting in the overstatement of debtors by R3,5 
million. 


The council has taken stronger action against defaulters and consumers that 
defraud the council of trading revenue. The additional revenue is reflected in the 
ensuing financial year as an adjustment to the appropriation account. This 
resulted in an additional R7,4 million generated after year-end that related to the 
financial year under review, but was not reflected as such. Therefore the income 
and debtors of the year under review were understated by a similar amount. 

4.2 Value-added tax provision 

The value-added tax (VAT) liability disclosed in the financial statements was 
understated by R14,4 million. This is due to a system problem that occurred 
when all the VAT according to the invoices, excluding VAT paid by consumers, 
was not accounted for in the VAT provision account. 

4.3 Fixed assets 

The completeness, existence and valuation of assets could not be confirmed due 
to the following: 

3.3.1 The accuracy of the assets register could not be confirmed, as it was not 
possible to trace eight per cent of selected items from the asset register to the 
physical asset. 
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3.3.2 The council did not have sufficient systems in place to identify and account 
for finance leases. This resulted in the council not accounting for any finance 
leases while 5 finance leases should have been capitalised as assets as 
prescribed by IAS 17. 

3.3.3 Variances occurred in the recalculation of backlog depreciation amounting 
to R5,5 million. Therefore, assets were overstated by R5,5 million. 

4.4 Inventory 

Properties in the Thiabane West area, to the amount of R32,6 million, were 
disclosed as stock held for resale at a net realisable value. However, an 
uncertainty exists regarding the stands and income receivable from the stands 
left for resale. Furthermore it was not possible to determine if the stock was 
disclosed at cost or net realisable value as no supporting documentation was 
available. 

Included in the project costs is an amount of R22 million relating to roads and 
storm water drainage that were not capitalised. I therefore did not obtain all the 
documentation and explanations necessary to verify the rights, valuation and 
completeness of inventory, as disclosed. 

4.5 Accumulated deficit 

Several instances were identified where journals were passed without sufficient 
supporting documentation. 

• A journal entry amounting to R22 million for a correction pertaining to the 
debtors investigation was passed against the appropriation account without 
supporting documentation attached. Therefore it was not possible to 
determine the reason and validity of the correction passed. 

• Two journals were passed to write off funds against the appropriation 
account without approval by council as per their prescribed policy. 

• The Refund control account, amounting to R4,7 million consists of income 
journals. No reason, explanation or supporting documentation could be 
obtained for the inclusion of this amount as a correction of error on the 
financial statements. 

Due to the above the validity of the amount disclosed as accumulated deficit in 
the financial statements could not be verified. 

4.6 Capitalisation reserve 

The capitalisation reserve was understated by R60 million due to the incorrect 
implementation of General Accepted Municipal Accounting Practice (GAMAP) 
and due to depreciation not being set off against the fund for two years. 
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4.7 Rehabilitation of landfill sites 


No provision was raised for the rehabilitation of landfill sites. This is a non- 
compliance with the accounting policy. The fact that there was a deviation from 
the accounting policy, as well as reasons for the deviation, were also not 
disclosed. The municipality’s liabilities were therefore understated by an unknown 
amount. 

4.8 Contingent liability 

No supporting documentation, including confirmations from the council’s lawyers 
could be provided in respect of contingent liabilities. Therefore no conclusion 
could be reached on the completeness, existence, valuation and accuracy of the 
contingent liabilities information disclosed in note 35 to the financial 
statements, to the value of R9,0 million. 

4.9 Capital commitments 

No conclusion could be reached on the completeness, existence, valuation and 
accuracy of the capital commitments information disclosed in note 33 to the 
financial statements, due to the unavailability of supporting documentation. 

4.10 Conditional Grants received 

Due to a lack of information, no conclusion could be reached on whether all the 
conditions of the conditional grants were met. Therefore creditors might be 
understated to the extent of non-compliance with the conditions of the grant. 

4.11 Disclosure 

Appropriate and adequate disclosure was not achieved. The following are 
examples of non-compliance with Generally Recognised Accounting Practice/ 
Generally Accepted Municipal Accounting Practice (GRAP/GAMAP) where 
incorrect disclosure was detected: 

• The statement of changes of net assets was incomplete and incorrect. 

• The comparative amounts in the statement of financial position (page 3) did 
not agree with the amounts in the prior year signed financial statements 

• The statement of changes in net assets, the accumulated surplus did not 
agree with the note in the financial statements. 

• Although amounts were disclosed in the statement of changes in net assets 
for correction of error, no explanatory note was disclosed. 

• The property, plant and equipment (PPE) note 9 was incomplete. 

• The PPE as per note 27.6 did not balance back to the opening balance as 
per PPE note 9. 

• PPE classification per note 9 and per appendix B differed. 
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• No summary of debtors by customer classification was included. 

• Appendix C is incomplete. (No split for the depreciation of additions into the 
required categories) 

• Fruitless and wasteful expenditure and unauthorised expenditure amounting 
to R 907,137.23 were not disclosed in the financial statements. 

• Discrepancies occurred in the accounting policies 

• Dividends received were not disclosed separately 

• Interest received was not disclosed separately 

• Other income was not adequately disclosed 

• Discount received was incorrectly disclosed as income 

• Inadequate disclosure of retirement benefits information. (Non-compliance 
IAS 26) 

• Contra entries in the statement of changes in net assets were incomplete. 

• Investment property not disclosed as per IAS 40 

4.12 Internal Control Environment 

All of the above reporting matters relate to Council’s inability to create the right 

environment for good internal control and financial management. 

• Council’s inability to fill vacancies with the appropriate experience and skills 

had a negative effect on the control environment, which made the 

implementation and monitoring of control a very difficult and ineffective 
process. 

• Various information system policies and plans had not been developed, 
approved and implemented. This included an information technology 
security policy, user account management procedures, a disaster recovery 
plan and a master system plan addressing the long and short-term 
objectives of the information system environment. Furthermore controls 
were not in place to detect and follow up on potential breaches of logical 
access. 


5. DISCLAIMER OF AUDIT OPINION 

Because of the significance of the matters referred to in paragraph 4, I do not 
express an opinion on the financial statements. 


6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion, attention is drawn to the following 
matters: 
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6.1 Non-compliance with the MFMA 


During the audit, numerous instances of non-compliance with the MFMA were 
noted. The following serve as examples; 

• Non-compliance with sections 125(1)(c) and 125(2)(d) regarding compulsory 
disclosure. 

• Non-compliance with sections 32(2), 32(4) and 102(1). In respect of 
unauthorised and fruitless and wasteful expenditure. 


6.2 Income from rental contract incomplete 

According to the rental contract between Rustenburg Local Municipality and 
Management of Kloof Holiday Resort, the municipality must receive 5% of the 
monthly turnover of the resort. No proof of turnover was sent to the municipality 
as basis for the calculation of the 5% turnover. Therefore the turnover received 
might be incomplete. 

6.3 Bad debts 

Due to outstanding information, no conclusion could be reached on the 
completeness of bad debts written off. 


6. APPRECIATION 

The assistance rendered by the staff of Rustenburg Local Municipality during the 
audit is sincerely appreciated. 


ND Maphiri for Auditor-General 

Rustenburg 

18 December 2006 



AUDITOR-GENERAL 
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REPORT OF THE AUDITOR-GENERAL TO THE TRUSTEES ON THE 
FINANCIAL STATEMENTS OF RUSTENBURG WATER SERVICES TRUST 
FOR THE YEAR ENDED 30 JUNE 2006 


1. AUDIT ASSIGNMENT 

The financial statements as set out on pages .. to for the year ended 30 June 
2006, have been audited in terms of section 188 of the Constitution of the 
Republic of South Africa, 1996 (Act No. 108 of 1996), read with sections 4 and 20 
of the Public Audit Act, 2004 (Act No. 25 of 2004) and section 126 of the 
Municipal Finance Management Act, 2003 (Act No. 56 of 2003) (MFMA). These 
financial statements are the responsibility of the trustees. My responsibility is to 
express an opinion on these financial statements, based on the audit. 

2. SCOPE 

The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

■ examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements 

■ assessing the accounting principles used and significant estimates made by 
management 

■ evaluating the overall financial statement presentation. 

Furthermore, an audit includes an examination, on a test basis, of evidence 
supporting compliance in all material respects with the relevant laws and 
regulations which came to my attention and are applicable to financial matters. 

I believe that the audit provides a reasonable basis for my opinion. 

3. BASIS OF ACCOUNTING 

The trusts’ policy is to prepare financial statements on the basis of accounting 
determined by the National Treasury, as described in paragraph 1 of the 
accounting policies. 
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3. 


AUDIT OPINION 


In my opinion, the financial statements have been prepared, in all material 
respects, in accordance with the basis of accounting described in paragraph 1 of 
the accounting policies to the financial statements and in the manner required by 
the MFMA. 


4. APPRECIATION 

The assistance rendered by the staff of Rustenburg Local Municipality during the 
audit is sincerely appreciated. 


P Maritz for Auditor-General 

Rustenburg 

30 November 2006 



AUDITOR-GENERAL 
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REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE 
CONSOLIDATED FINANCIAL STATEMENTS OF RUSTENBURG LOCAL 

MUNICIPALITY 

FOR THE YEAR ENDED 30 JUNE 2006 

1. AUDIT ASSIGNMENT 

The consolidated financial statements as set out on pages .. to for the year 
ended 30 June 2006, have been audited in terms of section 188 of the 
Constitution of the Republic of South Africa, 1996 (Act No. 108 of 1996), read 
with sections 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of 2004) and 
section 126 of the Municipal Finance Management Act, 2003 (Act No. 56 of 
2003)(MFMA). These financial statements, the maintenance of effective control 
measures and compliance with relevant laws and regulations are the 
responsibility of the municipal manager. My responsibility is to express an 
opinion on these financial statements, based on the audit. 

2. SCOPE 

The audit was conducted in accordance with the International Standards on 
Auditing read with General Notice 1512 of 2006, issued in Government Gazette 
no. 29326 of 27 October 2006. Those standards require that I plan and perform 
the audit to obtain reasonable assurance that the financial statements are free of 
material misstatement. 

An audit includes: 

■ examining, on a test basis, evidence supporting the amounts and disclosures 
in the financial statements 

■ assessing the accounting principles used and significant estimates made by 
management 

■ evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 

3. BASIS OF ACCOUNTING 

The municipality’s policy is to prepare consolidated financial statements on the 
basis of accounting determined by the National Treasury, as described in 
paragraph 1 and 2 of the accounting policies. 
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4. 


QUALIFICATION 


4.1 Debtors and Income 


revenue and 


The following 
completeness, occurrence, classification 
supporting documentation submitted: 

Fines 

Licenses and permits 
Income from agencies 
Prepaid electricity 
Rental of facilities and equipment 
Suspense debtors 


debtors accounts could not be verified for 
and accuracy due to insufficient 


R 

R 

R 


4.5 million 
3,9 million 

6.6 million 
R 29,7 million 
R 6,0 million 
R 2,2 million 


Debtors with credit balances amounting to R5,1 million were not transferred to 
creditors. Therefore, creditors and debtors were understated by R5,1 million. 


Unidentified credits were not traced to the relevant debtors and correctly 
recorded on a timely basis. Consequently an amount of R3,5 million in respect of 
unidentified credits was not cleared from the default cash suspense account at 
the end of the financial year, resulting in the overstatement of debtors by R3,5 
million. 


The council has taken stronger action against defaulters and consumers that 
defraud the council of trading revenue. The additional revenue is reflected in the 
ensuing financial year as an adjustment to the appropriation account. This 
resulted in an additional R7,4 million generated after year-end that related to the 
financial year under review, but was not reflected as such. Therefore the income 
and debtors of the year under review were understated by a similar amount. 

4.2 Value-added tax provision 

The value-added tax (VAT) liability disclosed in the financial statements was 
understated by R14,4 million. This is due to a system problem that occurred 
when all the VAT according to the invoices, excluding VAT paid by consumers, 
was not accounted for in the VAT provision account. 

4.3 Fixed assets 

The completeness, existence and valuation of assets could not be confirmed due 
to the following: 

3.3.1 The accuracy of the assets register could not be confirmed, as it was not 
possible to trace eight per cent of selected items from the asset register to the 
physical asset. 
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3.3.2 The council did not have sufficient systems in place to identify and account 
for finance leases. This resulted in the council not accounting for any finance 
leases while 5 finance leases should have been capitalised as assets (as 
prescribed by IAS 17) 

3.3.3 Variances occurred in the recalculation of backlog depreciation amounting 
to R5,5 million. Therefore, assets were overstated by R5,5 million. 

4.4 Inventory 

Properties in the Thiabane West area, to the amount of R32,6 million, were 
disclosed as stock held for resale at a net realisable value. However, an 
uncertainty exists regarding the stands and income receivable from the stands 
left for resale. Furthermore it was not possible to determine if the stock was 
disclosed at cost or net realisable value as no supporting documentation was 
available. 

Included in the project costs is an amount of R22 million relating to roads and 
storm water drainage that were not capitalised. I therefore did not obtain all the 
documentation and explanations necessary to verify the rights, valuation and 
completeness of inventory, as disclosed. 

4.5 Accumulated deficit 

Several instances were identified where journals were passed without sufficient 
supporting documentation. 

• A journal entry amounting to R22 million for a correction pertaining to the 
Debtors investigation was passed against the appropriation account without 
supporting documentation attached. Therefore it was not possible to 
determine the reason and validity of the correction passed. 

• Two journals were passed to write off funds against the appropriation 
account without approval by council as per their prescribed policy. 

• The Refund control account, amounting to R4,7 million consists of income 
journals. No reason, explanation or supporting documentation could be 
obtained for the inclusion of this amount as a correction of error on the 
financial statements. 

Due to the above the validity of the amount disclosed as accumulated deficit in 
the financial statements could not be verified. 

4.6 Capitalisation reserve 

The capitalisation reserve was understated by R60 million due to the incorrect 
implementation of General Accepted Municipal Accounting Practice (GAMAP) 
and due to depreciation not being set off against the fund for two years. 
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4.7 Rehabilitation of landfill sites 


No provision was raised for the rehabilitation of landfill sites. This is a non- 
compliance with the accounting policy. The fact that there was a deviation from 
the accounting policy, as well as reasons for the deviation, were also not 
disclosed. The municipality’s liabilities were therefore understated by an unknown 
amount. 

4.8 Contingent liability 

No supporting documentation, including confirmations from the council’s lawyers 
could be provided in respect of contingent liabilities. Therefore no conclusion 
could be reached on the completeness, existence, valuation and accuracy of the 
contingent liabilities information disclosed in note 35 to the financial 
statements, to the value of R9,0 million. 

4.9 Capital commitments 

No conclusion could be reached on the completeness, existence, valuation and 
accuracy of the capital commitments information disclosed in note 33 to the 
financial statements, due to the unavailability of supporting documentation. 

4.10 Conditional Grants received 

Due to a lack of information, no conclusion could be reached on whether all the 
conditions of the conditional grants were met. Therefore creditors might be 
understated to the extent of non-compliance with the conditions of the grant. 

4.11 Disclosure 

Appropriate and adequate disclosure was not achieved. The following are 
examples of non-compliance with Generally Recognised Accounting Practice/ 
Generally Accepted Municipal Accounting Practice (GRAP/GAMAP) where 
incorrect disclosure was detected: 

• The statement of changes of net assets was incomplete and incorrect. 

• The comparative amounts in the statement of financial position (page 3) did 
not agree with the amounts in the prior year signed financial statements 

• The statement of changes in net assets, the accumulated surplus did not 
agree with the note in the financial statements. 

• Although amounts were disclosed in the statement of changes in net assets 
for correction of error, no explanatory note was disclosed. 

• The property, plant and equipment (PPE) note 9 was incomplete. 

• The PPE as per note 27.6 did not balance back to the opening balance as 
per PPE note 9. 

• PPE classification per note 9 and per appendix B differed. 
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• No summary of debtors by customer classification was included. 

• Appendix C is incomplete. (No split for the depreciation of additions into the 
required categories) 

• Fruitless and wasteful expenditure and unauthorised expenditure amounting 
to R 907,137.23 were not disclosed in the financial statements. 

• Discrepancies occurred in the accounting policies 

• Dividends received were not disclosed separately 

• Interest received was not disclosed separately 

• Other income was not adequately disclosed 

• Discount received was incorrectly disclosed as income 

• Inadequate disclosure of retirement benefits information. (Non-compliance 
IAS 26) 

• Contra entries in the statement of changes in net assets were incomplete. 

• Investment property not disclosed as per IAS 40 

4.12 Internal Control Environment 

All of the above reporting matters relate to Council’s inability to create the right 

environment for good internal control and financial management. 

• Council’s inability to fill vacancies with the appropriate experience and skills 

had a negative effect on the control environment, which made the 

implementation and monitoring of control a very difficult and ineffective 
process. 

• Various information system policies and plans had not been developed, 
approved and implemented. This included an information technology 
security policy, user account management procedures, a disaster recovery 
plan and a master system plan addressing the long and short-term 
objectives of the information system environment. Furthermore controls 
were not in place to detect and follow up on potential breaches of logical 
access. 


5. DISCLAIMER OF AUDIT OPINION 

Because of the significance of the matters referred to in paragraph 4, I do not 
express an opinion on the financial statements. 


6. EMPHASIS OF MATTER 

Without further qualifying the audit opinion, attention is drawn to the following 
matters: 
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6.1 Non-compliance with the MFMA 


During the audit, numerous instances of non-compliance with the MFMA were 
noted. The following serve as examples; 

• Non-compliance with sections 125(1)(c) and 125(2)(d) regarding compulsory 
disclosure. 

• Non-compliance with sections 32(2), 32(4) and 102(1). In respect of 
unauthorised and fruitless and wasteful expenditure. 


6.2 Income from rental contract incomplete 

According to the rental contract between Rustenburg Local Municipality and 
Management of Kloof Holiday Resort, the municipality must receive 5% of the 
monthly turnover of the resort. No proof of turnover was sent to the municipality 
as basis for the calculation of the 5% turnover. Therefore the turnover received 
might be incomplete. 

6.3 Bad debts 

Due to outstanding information, no conclusion could be reached on the 
completeness of bad debts written off. 


6. APPRECIATION 

The assistance rendered by the staff of Rustenburg Local Municipality during the 
audit is sincerely appreciated. 


ND Maphiri for Auditor-General 

Rustenburg 

18 December 2006 



AUDITOR-GENERAL 
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